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ABSTRACT 



Buying and selling on the Internet, known as e- commerce, has 
become big business, and is still growing. E- commerce has two components, 
business to consumer retailing and business to business supply-chain 
operations. Participation is dependent on access to and adoption of advanced 
information technologies. Access to technology is influenced by education, 
income, race, and residence (rural or urban) . The South is disadvantaged in 
all these areas. Businesses in the South cannot afford to let the barriers 
hold e-commerce back. Rural businesses need to position themselves now for a 
technology-driven future to increase their chances of survival. Even though 
there is interest in e-commerce, there is a critical lack of unbiased 
educational information and technical assistance for businesses. To 
facilitate economic development through e-commerce in the rural South, all 
people and businesses must have the opportunity to be connected to the 
Internet; educational institutions must develop programs that assist 
businesses and communities with connectivity, infrastructure, e-commerce, and 
other technology- related issues; states must educate, recruit, and retain 
people with technical expertise in the region; and state and local 
policymakers must take a comprehensive and strategic look at e- commerce from 
an economic development perspective. (Contains 11 references.) (TD) 
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The potential impact of e-commerce on the rural South: 
Will it equalize or deepen the digital divide? 

Beth Duncan and Virgil Culver 

Mississippi State University 




The world has moved into a new era of economic and social experience 
anchored in digitally based technological growth that is producing new ways of 
working, new means of communicating, new goods and services, and new forms of 
community [8]. In the United States, the new economy is flourishing, and this 
prosperous new economy coincides directly with the birth and growing use of the 
Internet. This paper focuses on electronic commerce or e-commerce (loosely 
defined as buying and selling via the Internet or Internet-based commerce) and 
explores the potential impacts this new way of doing business may have on the rural 
South. Will this new technology-driven economy be the great equalizer, or will it 
push the South even further behind the rest of the country? 

For the society , the impact will be good or bad, depending mainly on 
the question: Will to be ‘ online ’ be a privilege or a right ? If only a 
favored segment of the population gets a chance to enjoy the advan- 
tages ... the network may exaggerate the discontinuity in the spec- 
trum of intellectual opportunity [ 8 j. 

Written in 1968 by Robert Taylor, director of die Defense 
Department agency diat created die original Internet. 



Connectivity 

The Internet is changing the way the world conducts business. Its influence 
has become so widespread that a new economy driven by the availability of, access 
to, and use of informational technology (loosely defined as the hardware, software, 
and infrastructure that make computers and the Internet run) has emerged. Keep- 
ing pace with rapid advances means continuous improvement in electronic infra- 
structure and capital investment in accessibility tools. In 1999, the University of 
Texas Center for Research in Electronic Commerce reported that the Internet 
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economy generated more than $524 billion in revenue and created nearly 2.5 
million jobs. Of the $524 billion, e-commerce accounted for $171 billion and 
more than 726,700 of the jobs. E-commerce is the fastest growing segment of 
the Internet economy with a 72 percent growth rate. If the current growth 
continues as predicted, e-commerce will grow to $850 billion in 2000 [10]. 

Participation in this new economy, however, is largely dependent on access 
to and adoption of advanced information technologies. According to a 1999 
report by the Department of Commerce, access to such technology is influ- 
enced by several factors [5]: 

♦ Americans with more education are more likely to be connected . 

People with a college degree are eight rimes more likely to have a computer 
at home and nearly 16 times more likely to have home Internet access than 
people with an elementary school education. 

♦ Americans with more money are more likely to be connected . An 
urban household with an income of $75,000 or more is 20 rimes more 
likely to have access to the Internet and nine rimes more likely to have a 
computer at home than a rural household earning less than $ 10,000. 

♦ Whites are more likely to be connected than Afri can Am erica ns. 

Whites are twice as likely to have a computer at home and 2-1/2 rimes as 
likely to have household Internet access as African-Americans. 

♦ Urban Americans are more likely to be connected than rural Ameri- 
cans . Urban dwellers are only 1-1/2 percent more likely to have a computer 
in the home than rural dwellers; however, in the South, urban dwellers are 
35 percent more likely to have Internet access than rural dwellers. 

The implication for the South is apparent where the overall population is 
less educated, earns lower incomes, has more minorities, and is more rural than 
the U.S. as a whole. In other words, the South is less likely to be “connected. ” 
Among all Americans, 22.2 percent currently use the Internet at home, 
and 17 percent use it at some site outside the home. Almost one-third (32.7 
percent) of Americans use the Internet somewhere, while approximately two- 
thirds (67.3 percent) do not use it at all. The South trails in all three categories 
of home (20 percent), outside the home (15.6 percent), and total usage (29.8 
percent) [5]. 

The digital divide does indeed exist. However, the rate at which the divide 
escalates is dependent upon the willingness of federal, state, and local 
policymakers to address the issues of connectivity and technology infrastructure 
in the South. Unless efforts are undertaken to close this divide, the South will 
continue to lag behind, and perhaps fall even further behind the rest of coun- 
try, both socially and economically. 

E-Commerce 

E-commerce can be subdivided into two main sectors: B2C, or Business to 
Consumer (businesses using Internet as a retail market channel) and B2B, or 
Business to Business (businesses with supply-chain operations on the Internet). 
According to Forrester, B2B online revenues will swell to $1.3 trillion over the 
next three years, while business to consumer (B2C) e-commerce revenues will 
reach about $108 billion [2]. The impact of e-commerce on the economy 
extends far beyond the dollar value of e-commerce activity by the new business 
processes it enables and the new business models it is generating. Businesses 
use e-commerce to develop competitive advantages by providing more useful 
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information, expanding choices, develop- 
ing new services, streamlining purchasing 
processes, increasing productivity, im- 
proving customer service, and lowering 
costs [7]. 

Business to Consumer E-Commerce 

No doubt the Internet has changed 
the way consumer goods are bought and 
sold. B2C e-commerce, or selling online, 
is booming. In a report recently released 
by the U.S. Department of Commerce, 

U.S. retail e-commerce (or e-tail) sales for 
first quarter 2000 (J anuar Y through 
March) were $5.3 billion (approximately 
7 percent of total retail sales) [4]. Accord- 
ing to another report, shopping online is 
here to stay as evidenced by the fact that 
in January 2000 alone, consumers spent 
$2.8 billion online, or more than half of 
what was spent online during the entire 
holiday season [2]. More than 50 million 
households will make online purchases in 
the next five years with online spending 
per household increasing from $1,167 in 
1999 t o $3,738 in 2004 [11]. 

Why are people buying products 
over the Internet? For consumers, e- 
commerce means greater convenience, 
easy access to a variety of goods and 
services, and savings in time and money. 

Internet shoppers surveyed cited: ease of 
placing an order, large selection of prod- 
ucts, cheaper prices, fast service and 
delivery, detailed and clear product 
information, no sales pressure, and easy payment procedure, as their reasons for online buying [6], 
What are people buying over the Internet? As of January 2000 the products being purchased 
online included airline tickets, books, apparel items, office supplies, furniture, and appliances [1]. 
Who is buying on the Internet? Men and women almost equally [3]. Although, the composition of 
the Internet user is expected to change and be more reflective of the general population as acceptance 
of buying online grows. 

What does all this mean to small business? It means the Internet is a new way to expand busi- 
ness opportunities. E-tailing does more than simply provide alternative shopping sites to real-world 
stores. It expands existing markets and even creates new ones [7]. E-commerce is proving to be a 
great equalizer, allowing the smallest of businesses and those in rural locations to access markets and 
have a presence that allows them to compete on equal footing. 

In this emerging digital marketplace nearly anyone with a good idea and a little 
software can set up shop and then become the corner store for an entire planet . The 
Internet makes any connected computer that central location , and any desktop can 
be a doorway to a global mall with a sign that says , “Open 24 hours a day } 7 
days a week , 365 days a year” [9]. 



The Issues 

° E-commerce, buying and selling on the 

Internet, has become big business. 

♦ In 1999, the Internet economy generated 
more than $524 billion in revenue and 
generated 2.5 million jobs. 

♦ Participation is largely dependent on access 
to and adoption of advance information 
technologies. 

♦ Access to technology is influenced by educa- 
tion, money, race, and residence. 

E-Commerce Sectors 

♦ B2C— Business to Consumer (business using 
Internet as a retail market channel). 

♦ B2B — Business to Business (businesses with 
supply-chain operations on the Internet). 

Challenges for the South 

♦ Rural businesses need to position themselves 
now for a technology-driven future to increase 
their chances of survival. 

♦ Businesses in the South cannot afford to let the 

barriers hold e-commerce back. : „ 

♦ Even though there is interest in e-commerce, 
there is a critical lack of unbiased educational 
information and technical assistance for busi- 
nesses. 

Summary 

♦ Connectivity is the key. 

♦ Businesses need access to educational and 
technical expertise. 

♦ States must educate, recruit, and retain people 
with technical expertise in the region. 

♦ State and local policymakers must take a strate- 
gic look at e-commerce from an economic 
development perspective. 



Vice President Al Gore 
December 1998 



It also suggests that businesses and those that facilitate economic development should watch this 
trend carefully and develop a strategy to position themselves in the new Internet economy. 

Rural Main Streets were hit hard when the discount mass merchandisers came on the scene 
about 15 years ago. In fact, many in small rural communities were economically devastated. Some 
are predicting that B2C e-commerce will wipe out the remaining rural Main Streets. While the 
traditional ways of doing business should not be totally abandoned, given current trends and 
predictions, it is essential that businesses embrace the use of the Internet as a vehicle for sales. The 
businesses that position themselves now for a technology-driven future will increase their chances 
of survival. 

As the buying and selling of consumer goods online continues to grow and local businesses 
transition to a new retail paradigm, access to consumer goods could become a significant issue for 
many in the rural South. Some goods and services may no longer be available locally, they may 
only be available online. And for those without access to the Internet and credit cards or elec- 
tronic cash (such as the less educated, low income, or minorities), purchasing online will not be an 
option. This will add to the digital divide between the haves and the have not’s. 

Business to Business E-Commerce 

Even though it is currently the most visible, B2C is only part of e-commerce. B2B e-commerce 
is quickly emerging as an area of economic growth and expansion. According to a recent survey by 
the National Association of Manufacturers, more than two-thirds of American manufacturers still 
do not conduct business electronically. However, that is predicted to change in the near future. 
Businesses are beginning to move their supply networks and sales channels online and are partici- 
pating in new online marketplaces. Businesses also are expanding their use of networked systems 
to improve internal business processes— to coordinate product design, manage inventory, improve 
customer service, and reduce administrative and managerial costs [8]. 

Some businesses may face barriers to adopting e-commerce, including a lack of knowledge 
about the technology and its costs, insufficient information about the benefits of e-commerce and 
applicable business models, shortage of technically trained employees, complex and user-discourag- 
ing e-commerce implementations, the absence of unbiased, qualified assistance, and lack of funds. 
The South cannot afford to let these barriers hold e-commerce development back. By failing to 
participate in e-commerce, companies are missing opportunities for lowering costs, increasing 
productivity, expanding market access, and improving relationships with customers and business 
partners. By not making the transition to the new way of doing business, businesses run a serious 
risk of becoming less competitive, effecting both their present market positions and long-term 
viability. As larger companies (with more available funds to transition) integrate e-commerce into 
their businesses, small firms run the risk of being excluded if they are unable to establish strong e- 
commerce ties with others in their supply chains [9]. 

The Critical Role of Education 

Once the issues of infrastructure and connectivity are addressed and solved, the question will 
become “Will the South be able to adopt and integrate the new electronic way of doing business 
and capture a share of the B2C and B2B e-commerce markets?” The answer to this question is 
tied directly to the availability of educational and technical assistance for businesses. 

Most businesses and industries have little or no knowledge of the infrastructure (hardware, 
software, or telecommunications) required to meet their current or future needs when it comes to 
information technology and e-commerce. This lack of knowledge sometimes leads to unwise 
hiring and financial and technology related decisions. In addition, many businesses are not 
prepared to address the management and marketing decisions associated with selling products and 
services via the Internet. There is interest in e-commerce, but there is a critical lack of unbiased 
educational information and technical expertise to assist businesses with the where, what, why, 
when, and how-to. Instimtions of higher learning have traditionally been a source of research- 

(o 



based knowledge providing educational and technical assistance to business 
and industry through their outreach programs. Are colleges and universities 
in the South prepared to address e-commerce issues effectively? 

In Summary’ What Can The South Do? 

The rural South has the potential to compete in both the B2C and B2B 
arenas provided that the connectivity and technology infrastructure exist to 
facilitate the process (i.e., high speed connections and adequate and afford- 
able bandwidth), there is access to technology providers and technical exper- 
tise in the region, educational assistance is available to businesses and 
policymakers, and there is support from federal, state, and local government 
policymakers. 



To facilitate economic development through e-commerce in the rural South: 



♦ All people and all businesses must have the opportunity to be con- 
nected to the Internet. States in the Southern region need to develop 
comprehensive statewide assessments and plans for technology infrastruc- 
ture development and connectivity. The approach needs to be interdisci- 
plinary, interagency, and intercommunity, including state and local 
government agencies, educational institutions, and the private sector. 

♦ Businesses need access to educational and technical expertise. 

Through outreach efforts, educational institutions must develop exper- 
tise and programs that support businesses and communities needing 
assistance with connectivity, infrastructure, e-commerce, and other 
technology-related issues. 

♦ States must educate, recruit, and retain people with technical exper- 
tise in the region. A trained workforce capable of functioning in a more 
technology-oriented economy will be essential. At the same time, states 
must facilitate the growth of information technology providers in the 
private sector through venture capital and other incentives. 

♦ State and local policymakers must take a comprehensive and strategic 
look at e-commerce from an economic development perspective , They 
must address issues such as generating/losing sales tax revenues, job 
restructuring/creation, information security, e-commerce strategies, and 
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businesses that 
position 
themselves 
now for a 
technology- 
driven future 
will increase 
their chances 
of survival. ^ ^ 



business incentives. 



Most importantly, the South must create, cultivate, and facilitate an 
environment conducive to functioning in the electronically driven new 
economy. Technology has provided the opportunity to equalize the economic 
playing field for the rural South. It is up to the South to take advantage of 
this opportunity! 
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